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Introduction 
This report provides a complete financial analysis of McDonald's Corporation, focused on the fiscal years 2020-2022. The major goal is to check the company's financial health using detailed ratio analysis, which evaluates numerous financial variables such as profitability, liquidity, efficiency, and solvency. By analysing these financial indicators over three years, we want to find trends, difficulties, and areas of strength in the company's financial processes. Furthermore, the investigation will look into the causes of the financial performance changes observed during these years. Based on these findings, the report will make strategic recommendations to improve McDonald's financial performance and continue its growth in the competitive fast-food business. The ultimate goal is to provide stakeholders with a better understanding of the financial dynamics at play, allowing for more informed decisions on future fiscal plans.


















Methodology
The methodology for this financial study of McDonald's Corporation is based on proforma financial statements from 2020 to 2022 obtained from the company's official financial reports. These records contain critical information such as income statements, balance sheets, and cash flow statements that must be thoroughly examined. The research entails calculating several key financial measures, including profitability (Gross Profit Margin and Net Profit Margin), liquidity (Current Ratio), solvency (Debt to Equity Ratio), and efficiency (Asset Turnover Ratio). These ratios are critical for evaluating McDonald's financial health and operational efficiency during the stated period. The various ratios offer insights into the company's financial stability and performance trends.
Financial Ratio Analysis
Profitability Ratios:
The profitability of McDonald's is evaluated using Gross Profit Margin and Net Profit Margin for each year:
Gross Profit Margin:
2020: (£7152.9M/£17436.4M) ×100=41.04
2021: (£7260.7M/£17734.5M) ×100=40.95
2022: (£7533.4M/£18275.3M) ×100=41.23
The gross profit margin has remained relatively stable over the three years, indicating a consistent ability to manage the cost of goods sold relative to sales.
Net Profit Margin:
2020: (£457M/£17436.4M) ×100=2.62
2021: (£415M/£17734.5M) ×100=2.34
2023: (£495.3M/£18275.3M) ×100=2.71
The net profit margin falls somewhat in 2021 but rebounds in 2022, presumably indicating the impact of strategic cost control and the recovery from external obstacles like as the pandemic.
Liquidity Ratios:
Current Ratio:
2020: 3567.9M/4270.4M=0.84
2021: 3821.3M/4682.6M=0.82
2022: 3952.6M/4803.2M=0.82
McDonald's current ratio of less than one during the last three years implies that the company may struggle to cover short-term liabilities with current assets, indicating tighter liquidity and the need for cautious cash flow management.
Efficiency Ratios:
Asset Turnover Ratio:
2020: £17436.4M/£44747M=0.39
2021: £17734.5M/£47030.6M=0.38
2022: £18275.3M/£48236.9M=0.38
The asset turnover ratio has marginally dropped, showing less efficiency in using assets to create revenue. This could indicate that considerable asset investments have not resulted in a proportionate growth in revenue.
Solvency Ratios:
Debt to Equity Ratio:
2020: £33214M/£11533M=2.88
2021: £34096.4M/£12934.2M=2.64
2022: £34510.3M/£13726.6M=2.51
A lower debt-to-equity ratio from 2020 to 2022 signals increased financial stability. This shows that McDonald's has properly managed its debt levels or increased equity funding to lessen leverage, which could be advantageous to long-term viability. 
These statistics jointly provide insight into McDonald's financial health, suggesting strong profit margins, a need for improved liquidity management, slightly lower asset efficiency, and an improved solvency position over the analysed period.
Year-on-Year Performance Comparison
McDonald's financial performance from 2020 to 2022 demonstrates many patterns and modifications in reaction to external market situations, most notably the COVID-19 pandemic. Reviewing annual reports reveals how McDonald's managed these difficult times. 
Revenue Growth: 
2020: £17,436.4M 
2021: £17,734.5M 
2022: £18,275.3M
The revenue numbers reflect a constant rising trend, with a moderate increase from 2020 to 2021 and a more notable growth in 2022. This growth, despite the global slump induced by the epidemic, demonstrates excellent adaption methods, such as improving digital service platforms and takeaway choices, which accounted for the shift in customer behaviour towards online and contactless dining experiences.
Profitability: Over the three years, profit margins slightly changed. As a result of McDonald's ability to keep costs down, its gross profit margin was comparatively steady. On the other hand, the net profit margin decreased in 2021 and then increased in 2022. This decline most likely reflects the pandemic's direct effects, such as higher health and safety measure costs and perhaps lower sales volumes during the height of international restrictions.
Costs:
Operating costs grew from £5,201.3 million in 2020 to £5,464.9 million in 2022, indicating that expenditures are growing, possibly due to inflation and greater investment in safety and sanitary measures.
External factors:
The COVID-19 pandemic had a major impact, especially in 2021. McDonald's had operational interruptions owing to lockdowns and social distancing requirements, which affected restaurant operations worldwide. However, their rapid transition to digital ordering and delivery systems helped offset some of the negative consequences. Furthermore, global inflationary pressures and supply chain disruptions are likely to have contributed to higher operational expenses over time. Overall, McDonald's displayed financial resilience, growing revenue and maintaining profitability while making smart improvements to business operations and marketing tactics in response to the changing global marketplace.
Analysis of Business Performance
McDonald's performance from 2020 to 2022 demonstrates a strong response to both internal strategic objectives and external market conditions. Internally, McDonald's continual menu innovation and digital transformation proved critical. For example, the introduction of new menu items addressed a developing consumer taste for healthier and more diverse food options, hence maintaining customer interest and a competitive advantage (McDonald's Corporation, 2022). The company's investment in digital transformation, notably with mobile ordering and delivery platforms, was vital in responding to the pandemic's transition to online services. This digital push not only helped compensate for the reduced physical store traffic during lockdowns, but it also aligned with the growing consumer preference for convenience, leading to McDonald's Corporation's consistent revenue rise from £17,436.4M in 2020 to £18,275.3M in 2022. Externally, McDonald's had to deal with the effects of COVID-19, which substantially changed worldwide dining habits. The company's nimble reaction, which leveraged its digital capabilities, enabled it to quickly adjust to these new consumer behaviours and regulatory contexts, reducing potential losses while ensuring operational continuity. McDonald's strategic adaptability is demonstrated by the company's ability to maintain a consistent gross profit margin of roughly 41% throughout the time, demonstrating efficient cost management in the face of altering external conditions.
Recommendations for Future Improvement
· Cost Reduction and Operational Efficiency: McDonald's ought to think about boosting its investments in automation technology for customer service and kitchen operations to improve cost efficiency. This strategy supports Dyson's assertion that using technology to its full potential may greatly improve service speed, lower labour costs, and streamline operations (Dyson, 2010). Increasing local sourcing will also help McDonald's optimise its supply chain by reducing transportation costs and reducing the risks associated with global supply chain linkages. The concept is backed by research from Frank Wood's Business Accounting (Wood, 2015).
· Revenue Growth Strategies: Adding more dietary-specific and health-conscious options to the menu, such as vegan and gluten-free options, can help restaurants reach a fast-growing consumer base. This action is in line with the analysis of Choi and Wang (2009), who stress the need of adjusting to changing stakeholder preferences to maintain long-term financial performance. Using data analytics to create customised promotions and further improving digital engagement through personalised marketing is in line with current strategy methods to increase customer spending and retention.
· Sustainability initiatives: Putting more extensive sustainability efforts into place might save a lot of money on operations and improve McDonald's reputation as a brand. Restaurant operations can cut energy expenses and waste while simultaneously satisfying consumer demand for environmentally conscious business practices by switching to renewable energy sources and investing in biodegradable packaging (Dyson, 2010). According to Choi and Wang (2009), these kinds of initiatives are crucial in the current market, where sustainability has a big impact on customer choices and can boost financial success.
These tactics suggest a course that combines market diversification and active digital engagement to combine cost-effectiveness with revenue development. Additionally, they advocate for a stronger focus on sustainability, hoping to establish McDonald's as a frontrunner in the cutthroat fast-food sector in terms of both financial accountability and environmental care.







Conclusion
Despite external obstacles, McDonald's financial analysis from 2020 to 2022 shows a healthy and resilient financial position. By 2022, the corporation had stabilised its gross profit margin and shown signs of improvement in its net profit margins. Although there is always room for improvement in liquidity, the solvency ratio indicates a declining reliance on debt. These revelations highlight how well McDonald's has responded strategically to changing market dynamics and operational difficulties. With a strong foundation for strategic planning thanks to this comprehensive financial analysis, McDonald's will be able to optimise operations and put focused initiatives into place for long-term growth and profitability.
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